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Poor Finances:
Assets and Low-Income Households

INTRODUCTION TO THE SERIES

Economic security throughout the life course is intrinsically linked to both income and asset
ownership. The majority of current social policies focus primarily on income supports and social
services. However, building assets can also help individuals, families, and communities expand
their economic horizons.

America has a longstanding history of promoting ownership, as reflected in existing
policies to promote home and business ownership, investment, and saving. New opportunities for
people to save and become asset owners will likely increase the number of individuals and
families able to build assets and improve the economic security of all Americans. Greater
inclusivity and accessibility of traditional approaches to expanding ownership may make it easier
for lower and middle income families to save. Still, while theory and evidence suggest that
improved asset-based policies may promote development of low-income individuals and
families, and perhaps communities and society as a whole, research in this area of asset
development is in its infancy. There is still much to learn.

Poor Finances: Assets and Low-Income Households is a series of reports on poverty,
asset building, and social policy. The purpose of the series is to assess the nascent state of
knowledge and policy development and to synthesize recent progress in these areas. Specifically,
the reports in the series will

e evaluate what is known regarding the measures, distributions, determinants, and effects
of asset holding,

e develop a portrait of the assets of low-income households,

e develop conceptual frameworks for viewing assets and liabilities,

e assess the strengths and weaknesses of data sources on assets and liabilities,

e chart directions for future research,

e examine the effects of means-tested program policies on asset building, and

e inform subsequent discussions of public policy.

While the focus of this series of reports is on asset accumulation and asset-based policies
for low-income individuals and families, the conceptual frameworks developed are not limited to
low-income populations. This broad approach is an effective way to identify the overall critical
issues that relate to asset holding for all populations. Where appropriate, however, various
reports point out when the framework specifically applies to low-income, minority, and single
parent households. This distinction is important because these subgroups are particularly
vulnerable to low asset accumulation. The definition of low-income used in the series of reports
is necessarily imprecise. The reports reflect a broad literature synthesis and definitions of low-



income are not uniform across studies, surveys, or public programs. However, low-income can
be broadly thought of as affecting households in the bottom income quintiles.

This report in the series, “The Balance Sheets of Low-Income Households: What We
Know about their Assets and Liabilities,” synthesizes current research and other available
information on the assets and liabilities of low-income households into a variety of portraits.
These data allow practitioners and researchers to begin to form a comprehensive representation
of the balance sheets of low-income households.

Why Assets Are Important

In describing why assets are important, it is useful to begin by distinguishing income from assets.
Incomes are flows of resources. They are what people receive as a return on their labor or use of
their capital, or as a public program transfer. Most income is spent on current consumption.
Assets are stocks of resources. They are what people accumulate and hold over time. Assets
provide for future consumption and are a source of security against contingencies. As
investments, they also generate returns that generally increase aggregate lifetime consumption
and improve a household’s well-being over an extended time horizon.

The dimensions of poverty, and its relative distribution among different social classes, are
significantly different when approached from an assets perspective, as opposed to an income
perspective. Those with a low stock of resources to draw on in times of need are asset poor. This
asset poverty may leave them vulnerable to unexpected economic events and unable to take
advantage of the broad opportunities offered by a prosperous society. Many studies have found
that the rate of asset poverty exceeds the poverty rate as calculated by the traditional measure,
which is based on an income standard. Many U.S. households have little financial cushion to
sustain them in the event of a job loss, illness, or other income shortfall. Also, social and
economic development of these households may be limited by a lack of investment in education,
homes, businesses, or other assets. To the extent that low resource holdings limit the potential for
social and economic development, understanding how those with limited assets can build up
their asset base is likely to be an important policy issue.

Income and Assets in Public Policy

Outside of education, traditional social programs that assist low-income populations have
focused mainly on income and social services that fulfill basic consumption needs, which have
been essential to the well-being of families and children. An asset-based approach could
complement this traditional approach and could shift the focus to the long-term development of
individuals, families, and communities. This focus provides a broader picture of the dynamics of
poverty among the low-income population.

Asset-based policy has many potential meanings. These include policies to promote the
accumulation and preservation of financial wealth, tangible property, human capital, social
capital, political participation and influence, cultural capital, and natural resources. While all of



these meanings have value, building financial wealth and tangible nonfinancial assets for the
purpose of household social and economic development is the focus of this series of reports.

The United States and many other countries already have large asset-based policies. In
many cases, these operate through the tax and employer-based systems, so that public transfers
occur via tax benefits (e.g., home mortgage interest deduction; tax breaks for contributions to a
variety of retirement accounts; tax-preferred education accounts and College Savings Plans;
benefits for other emerging policies, such as Medical Savings Accounts). These asset-based
policies have grown rapidly in recent years and today represent a significant proportion of
overall federal expenditures and tax subsidies.

Asset Policy for Low-Income Households

Low-income individuals and families frequently do not participate in existing asset-based
mechanisms. The reasons may be threefold. First, this population is less likely to own homes,
investments, or retirement accounts, where most asset-based policies are targeted. Second, with
little or no federal income tax liability, the low-income have little or no tax incentives, or other
incentives, for asset accumulation. Third, asset limits in means-tested transfer policies have the
potential to discourage saving by the low-income population. In many respects, this population
does not have access to the same structures and incentives for asset accumulation. The potential
of asset building to promote long-term development of low-income households motivates this
series of reports. Poor Finances: Assets and Low-Income Households attempts to serve as a
central resource that provides a comprehensive assessment and critique of the current and
emerging knowledge base regarding asset building for low-income individuals and families.
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EXECUTIVE SUMMARY

Building assets and avoiding excessive debt can help low-income families insure against
unforeseen disruptions, achieve economic independence, and improve socio-economic status.
Assets are especially important for low-income families because they can limit the likelihood of
material hardships. However, a comprehensive portrait of the balance sheets of low-income
households does not exist. There is little available information on crucial questions, such as:
What are the asset holdings of low-income households? Do a large proportion of American
families save and invest too little to create a healthy balance sheet? This report synthesizes extant
research and sets the stage for future research and policy discussion by attempting to answer the
following two research questions:

(1) What are the significant assets of low-income households?
(2) What are the significant liabilities of low-income households?

Methods and Data Sources

We reviewed 20 studies to synthesize available information on the assets and liabilities of low-
income households. Most of the wealth data in this report come from tables produced by Bucks
et al. (2006) using the 1992—-2004 Survey of Consumer Finances (SCF), Lerman (2005) using the
2001 Survey of Income and Program Participation (SIPP), Caner and Wolff (2004) using the
1984-99 panels of the Panel Study on Income Dynamics (PSID), and Lupton and Smith (1999)
using the 1992 Health and Retirement Study (HRS).

These are all high quality surveys, but it is still important to bear in mind some of the
data limitations of these surveys, such as imputations for missing asset and liability data, varying
survey response rates, and the fact that some assets are difficult to measure and are therefore not
included in many surveys. As this report depends in large part on national household surveys for
the portraits of assets and liabilities, little can be said about Social Security benefits, defined-
benefit pensions, and holdings of durable goods other than vehicles.

Portraits of Families
Low-income families

Assets. Based on tabulations of the 2004 SCF, the typical bottom quintile family may
own a car (65 percent of families) valued at $4,500 and hold a checking or savings account (76
percent of families) valued at $600. It is those bottom quintile families who own a home (40
percent) valued at $70,000 that raise total median assets for all bottom quintile families to
$17,000, one-ninth the assets of third quintile families (exhibit ES-1). Most bottom quintile
families do not own a home (60 percent), have no retirement account (90 percent), and have no
business equity (96 percent). Social Security and Medicare, if considered wealth, comprise
roughly 90 percent of expected wealth for low-income families (Steuerle and Carasso 2004).
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Median Value of Total Assets Held
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Source: The Urban Institute. Data from Bucks et al. (2006) using the 2004 Survey of Consumer Finances.
Note: Breakout of income quintiles: Q1: <$18,000; Q2: $18,000-$31,999; Q3: $32,000-$51,999; Q4: $52,000-$85,999; Q5: >85,999.
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Liabilities. The typical bottom quintile family may hold debt (53 percent) valued at
$7,000, one-sixth the amount of debt that most (84 percent) third quintile families hold. Bottom
quintile family debt is most likely to be credit card debt (29 percent of families) valued at
$1,000, installment loans (27 percent of families) valued at $5,600, and home-secured debt (16
percent of families) valued at $37,000. Debt burdens for bottom quintile families can be high: 27
percent of bottom quintile families made debt service payments that exceeded 40 percent of
family income. The combination of assets and liabilities for bottom quintile families results in
median net worth valued at $7,500, nearly one-tenth the net worth of third quintile families.

Low-education families

Assets. The typical family headed by someone without a high school diploma may own a
home (56 percent) valued at $75,000, a car (70 percent) worth $7,400, and hold a checking or
savings account (72 percent) worth $1,100. In total, a typical less-educated family may own
assets worth $49,900 (exhibit ES-2), or a little less than a seventh of the assets owned by the
typical family headed by a college graduate. Most families headed by someone without a high
school diploma do not own any retirement accounts (84 percent) or any business equity (96
percent).

Liabilities. The typical family headed by someone without a high school diploma may
hold debt (53 percent) valued at $12,000, or about one-ninth the debt of a family headed by a
college graduate. The reason for the disparity is that while 56 percent of families headed by
someone without a high school diploma own a home, only 25 percent owe mortgage debt (valued
at $44,000) compared with 61 percent of college graduate families (valued at $125,000).
Families headed by someone without a high school diploma are slightly more likely to carry
installment debt (28 percent) valued at $7,000 and credit card balances (30 percent) valued at
$1,200, than mortgage debt. The combination of assets and liabilities for families headed by a
person without a high school diploma result in median net worth valued at $21,000 (exhibit ES-
3), just one-tenth the net worth of families headed by a person with a college degree. The net
worth gap by education group starts out small at younger ages and then widens sharply with age.

Single-headed families

Assets. The typical single-headed family may own a home (55 percent) worth $120,000, a
car (77 percent) valued at $7,600, and hold a checking or savings account (88 percent) valued at
$2,000. In total, a typical single-headed family may own assets worth $83,400 (exhibit ES-2), or
less than one-third of the assets owned by the typical married or cohabiting family. Most single-
headed families do not own any retirement accounts (65 percent), financial assets beyond their
checking or savings account, or any business equity (94 percent).

Liabilities. The typical single-headed family may hold debt (67 percent) valued at
$24,000, a little more than a quarter of the debt that most (82 percent) married or cohabiting
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ES Exhibit 2. Median Total Asset Holdings by Family Characteristic, 2004
(In thousands of 2004 dollars)
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ES Exhibit 3. Median Net Worth by Family Characteristic, 2004
(in thousands of 2004 dollars)
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families hold. The reason for the disparity is that, very similar to less-educated families, only 32
percent of single-headed families owe mortgage debt (valued at $75,000) compared with 59
percent of married or cohabiting families (valued at $105,000). The typical debts owed by a
single-headed family, therefore, are most likely to be credit card debt (41 percent) valued at
$1,000 or installment loan debt (37 percent) valued at $8,600. The combination of assets and
liabilities for single families results in median net worth valued at $40,000 (exhibit ES-3), or
about one-fourth the net worth of married or cohabiting families. The net worth gap by marital
status starts out small at younger ages and then widens sharply with age.

Nonwhite or Hispanic families

Assets. The typical family headed by someone who is a nonwhite or Hispanic owns a
vehicle (76 percent) worth $9,800 and a checking or savings account (81 percent) worth $1,500,
compared to the typical white non-Hispanic headed family who owns a vehicle (90 percent)
worth $15,700 and a checking or savings account (96 percent) worth $5,000. This nonwhite or
Hispanic headed family may own a home (51 percent) worth $130,000 or a retirement account
(33 percent) worth $16,000. A typical nonwhite or Hispanic headed family holds total assets
worth $60,000 (exhibit ES-2), or a little more than a quarter of the assets held by a white non-
Hispanic headed family ($224,500). While only 49 percent of nonwhite or Hispanic headed
families do not own a home, 67 percent have no retirement account and 94 percent have no
business equity.

Liabilities. The typical nonwhite or Hispanic headed family holds debt (73 percent)
valued at $30,500, less than half of the debt that most (78 percent) white non-Hispanic families
hold, or $69,500. The reason the gap is not larger is because enough nonwhite or Hispanic
headed families pay mortgages (37 percent) worth $83,000 in comparison with white non-
Hispanic families (52 percent) with mortgages worth $98,000. Nonwhite or Hispanic headed
family debt is somewhat more likely to be credit card debt (47 percent) valued at $1,600 or
installment loan debt (43 percent) valued at $9,600, than mortgage debt. The combination of
assets and liabilities for nonwhite or Hispanic headed families results in median net worth valued
at $25,000 (exhibit ES-3), less than one-sixth the net worth of white non-Hispanic-headed
families.

Renter families

Assets. Based on our findings, the typical renter family may own a car (73 percent)
valued at $7,200 and hold a checking or savings account (81 percent) valued at $1,100. Renter
families that own a retirement account (26 percent) valued at $11,000 raise total median assets
for all renter families to $12,200 (exhibit ES-2). Still, this amount is less than one-twenty-fourth
(around 4 percent) of the median assets held by homeowner families. Renter families do not own
their homes (by definition), they are unlikely to hold retirement accounts (74 percent) or
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other financial assets other than a checking or savings account (about 43 percent), and have no
business equity (96 percent).

Liabilities. The typical renter family holds debt (63 percent) valued at $7,800, about one-
twelfth the debt that most (82 percent) homeowner families hold. This is almost entirely because
these families do not own homes and so do not have mortgages. Renter family debt is therefore
most likely to be installment loan debt (45 percent) valued at $8,700 or credit card debt (also 40
percent) valued at $1,500. Debt burdens for renter families that carry debt are typically very low:
four percent of renter families have debt ratios greater than 40 percent compared with 15 percent
of homeowners. However, 19 percent of renters are delinquent on their debts compared with just
six percent of homeowners. The combination of assets and liabilities for renter families results in
median net worth valued at $4,000 (exhibit ES-3), just one-forty-sixth (around 2 percent) of the
net worth of homeowner families.

The low net worth family

A descriptive portrait of a low net worth family would be one that is bottom income quintile,
headed by a single, Hispanic or nonwhite person under 35 years of age without a high school
diploma. Families who do not own a home are much more likely to have low net worth than
families who do own a home.

Suggestions for Future Research

Paint More Detailed Portraits of Low-Income Families

e Account for age patterns in portraits of low-income families, given the important life course
patterns in asset accumulation.

e Create more detailed portraits of families of interest for policy purposes, such as welfare
participants and nonparticipants, and family types that do and do not own homes.

e Provide greater detail on the role that bankruptcy may play in the asset accumulation of low-
income families.

e Examine family holdings of consumer durables such as furniture, appliances, and equipment,
since they may be important time saving and income-generating assets for low-income
families.

e Investigate the role that region and rural status play in asset accumulation and the types of
assets families accumulate.

e Consider the assets and liabilities of families below the median income. How different is the
portrait for families at the 10th, 20th, 30th, and 40th percentiles of the income distribution
from those at the median?

e Compute expected levels of assets and liabilities, using asset and liability holding rates and
median and mean levels of such assets or liabilities. Expected levels may better illustrate the
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dual disadvantage faced by many low-income families: not only do they tend to have lower
levels of assets and liabilities when they hold them than higher-income families, they are also
much less likely to hold these assets and liabilities.

Examine the role that Social Security, Medicare, and defined-benefit plans play in asset
accumulation for low-income families and how best to value these important programs
alongside more traditional concepts of assets, such as homes and bank accounts.

Future Research Using Portraits of Low-Income Families

Assess the benefits of owning homes, pensions, and cars, and the incentives and disincentives
low-income families face in trying to acquire them. U.S. families accumulate assets primarily
through owning these key assets. The striking lack of homeownership and pension ownership
among low-income families, along with the relatively low car ownership rate, go a long way
toward explaining the low asset holdings of U.S. low-income families.

Assess the role that different types of assets and debts play in overall asset-accumulation,
upward mobility, and the well-being of low- and moderate-income families. The portraits
presented in the report uncover some important differences in outcomes for families that hold
secured versus unsecured debt. Future research may reveal that some debts place families in
a position to accumulate wealth while other debts effectively limit or drain wealth.

Future policy research could examine policies that better replicate the wealth outcomes of
moderate-income families for low-income families.

More broadly, future research could assess and suggest ways to improve the data sources

available to study assets, and analyze the determinants of asset holdings, the benefits of asset
holdings, and the role of policy in improving the asset holdings and well-being of low- and
lower-middle-income families.

ES-8



I. INTRODUCTION

Building up assets and avoiding excessive debt can help families insure against unforeseen
disruptions, increase economic independence, and improve socio-economic status. Assets are
especially important for low-income families because they can limit the likelihood of material
hardships. However, a comprehensive portrait of the balance sheets of low-income households
does not exist. There is little available information on crucial questions, such as: What are the
asset holdings of low-income households? Do a large proportion of American families do too
little saving and investing to create a healthy balance sheet? This report begins to paint a portrait
of the assets of low-income households by synthesizing current literature in answering the
following two research questions: (1) What are the significant assets of low-income households?
And (2) what are the significant liabilities of low-income households? It describes what is known
and not known about assets in these households and sets the stage for future research and policy
discussion.

1. DATA SOURCES AND METHODS USED IN THE REPORT

Twenty studies in the literature were reviewed to synthesize available information on the assets
and liabilities of low-income households. Exhibit 1 lists the major studies used in this report and
summarizes their key findings. It also summarizes the data sources and methods used to generate
the findings. Both the data sources and methods used in the literature are discussed in detail in
the Appendix.

Data sources. Most of the wealth data in this report come from tables produced by
Bucks, Kennickell, and Moore (2006) using the 1995-2004 Survey of Consumer Finances
(SCF), Lerman (2005) using the 2001 Survey of Income and Program Participation (SIPP),
Caner and Wolff (2004) using the 1984-99 panels of the Panel Study on Income Dynamics
(PSID), and Lupton and Smith (1999) using the 1992 Health and Retirement Study (HRS).

These are all high quality surveys, but it is still important to bear in mind some of the
data limitations of these surveys such as imputations for missing asset and liability data, 50-98
percent survey response rates, and the fact that some assets are difficult to measure and so are not
included in many surveys. For example, Social Security benefits and defined-benefit pensions
may be particularly important assets for low-income households, yet national surveys generally
do not capture them (Ratcliffe et al. 2006). Vehicles are often captured, but other consumer
durables such as appliances are missed (the SIPP is an exception). As this report depends in large
part on national household surveys for the portraits of assets and liabilities, little can be said
about Social Security Benefits, defined-benefit pensions, and holdings of durable goods



Exhibit 1. Empirical Studies of Assets and Liabilities of Low-Income Households

Sample/Study

Author Data Source Population

Outcomes

Method" Analyzed

Key Explanatory
Variables

Author's

Findings Principal Conclusions

U.S. families (“primary

Aizcorbe, Kennickell, & economic units” that

Moore (2003) 1998, 2001 SCF.

persons in the
household).

Badu, Daniels, & Families with a black or

Salandro (1999) 1992 SCF. white head.
Belsky & Calder B
(2004) 2001 SCF. U.S. families.

Literature review
includes SCF, CES,
PSID, HRS, AHEAD,
SIPP, NLS, RHS.

Browning & Lusardi

(1996) U.S. Households

include families and other Descriptive.

Net worth, assets,
liabilities, credit card
balances, & debt to
income ratio.

(1) Instrumental variables
regression- the model
measures the difference
in net worth between
blacks and whites. (2)
Canonical correlation
analysis- measures the
differences in asset and
liability holdings of blacks
versus whites.

Net worth, financial
assets, portfolio
composition, & use of
credit.

Financial assets, non-

Descriptive. financial tangible assets,
debt.
Descriptive. Household saving.

Percentile of income, age,
education, race/ethnicity,
work status, region, & home
ownership.

Control variables capture
income, age, education,
employment, race, marital
status, children health, and
pension.

Age, race, income.

Various demographic
variables in many different
surveys; models used to
describe household saving
behavior.

Assets and net worth skewed toward the
wealthy. Growth in assets and net worth flat
during early 1990s, accelerated during late
1990s.

(1) Median and mean net worth of families grew
substantially between 1998 and 2001. (2) Ownership
of homes and financial assets grew. (3) Debt holding
and debt levels increased.

(1) White households have significantly
greater net worth and financial assets than
black households. (2) The authors find no
evidence that the net worth of black
households is constrained by barriers to
obtaining credit. (3) There is evidence that
blacks are more risk averse in their asset
choices, and that they pay higher interest
rates.

(1) Both blacks and whites rely a great deal on credit
cards. (2) According to the canonical correlation
analysis, blacks do not on average have any assets
that are independent of liabilities. (3) Whites are
more risk tolerant than blacks. (4) On average both
whites and blacks' principal asset is their vehicle.

(1) Median net wealth of the lowest income (1) Minorities in the lowest income quintile have much
quintile is less than one-quarter of the median lower rates of asset ownership than whites in the
wealth of the second income quintile. (2) The same income quintile. (2) A large share of families in
most commonly held financial asset for the lowest income quintile are operating in a cash
individuals in the bottom income quintile is the economy, preventing them from accessing
transaction account. (3) The most commonly mainstream, long-term credit. (3) Access to debt is
held non-financial asset for individuals in the  similar for whites and nonwhites in the lowest 